Using Internal Revenue Service (IRS) data in an input-output (IO) model, this paper assesses the economic impact and foregone economic impact of the Earned Income Tax Credit (EITC) in the 58 counties in California in 2006, the most recent year for which data are available. Findings show EITC payments received by California residents contributed over $5 billion in output and nearly 30,000 jobs to the state economy in 2007. The foregone economic impact of unclaimed payments is substantial as well. Foregone claims are estimated to total $1.1 billion in 2007. If claimed, the payments would have contributed $1.2 billion in output and 7,500 jobs to the state economy. This foregone impact was likely 20% to 25% higher during the year 2010, due to the recession and accompanying legislation. The foregone economic impact is not spread uniformly across counties, but is more acute in counties where the presence of likely nonclaimants is higher. Revamping and increasing efforts to increase the participation rate in the federal EITC program is probably a cost effective policy approach in terms of labor force participation and poverty reduction per state tax dollar spent.
I. Introduction
The Earned Income Tax Credit (EITC) is a refundable federal income tax credit for low-to moderate-income working households. Congress originally approved the tax credit legislation in 1975 in part to offset the burden of social security taxes and provide an incentive to work. As a refundable credit, the EITC provides assistance to families even if they do not face any tax liability. EITC payments have no effect on welfare benefits and are not used to determine eligibility for Medicaid, Supplemental Security Income (SSI), food stamps, low-income housing or nearly all Temporary Assistance for Needy Families (TANF) payments. To receive the federal EITC, an individual must have earned income, be a U.S. citizen or legal resident, and have a valid social security number. For tax year 2009, a qualified claimant may have investment income of less than $3,100 and maximum annual total earned income of varying levels based on the number of qualifying children
As with other federal government programs, some of the burden of the EITC program falls on California taxpayers. However, the EITC program is generally considered to be cheaper and even more efficient than other programs aimed at alleviating poverty (Danziger and Danziger, 2005; Neumark and Wascher, 2000) , without producing many of the negative incentives that other traditional welfare programs can produce, such as discouraging employment. Holzblatt, et al. (1994) and Eissa and Liebman (1996) for example, argue that the EITC in fact promotes work. Also, Meyer (2002) and Meyer and Rosenbaum (2001) found that the EITC has indeed increased the labor force participation rate of women with children. In addition, the total cost of the EITC program is partially offset by a number of factors. For example, the EITC program reduces the number of single mothers and others receiving welfare (Liebman, 1998; Meyer and Rosenbaum, 2000; Ventry, 2001) , household participation in the food stamp program (Mikelson and Lerman 2004) and other welfare programs (Grogger, 2003) . Further, the EITC generates new payroll taxes when it draws previously unemployed workers into the labor force and results in additional tax revenue when EITC claimants spend the credits and inject money into the local economy (Berube, 2006a) . In fact, increasing labor force participation has been a goal of the EITC program from its early days. The EITC grew out of a failed attempt to provide a minimum national income (Nixon's Family Assistance Program (FAP)) when FAP opponents proposed an alternative (the Earned Income Credit) that would target "deserving" poor for federal assistance -"deserving" meaning those who were working (Infranca 2008; Hotz and Scholz 2001) . Thus, the EITC was originally designed to offset payroll taxes, provide work incentives, and reduce welfare rolls (Infranca, 2008; s. REP. No. 94-36 (1975) ).
While there is general agreement among EITC proponents regarding the positive characteristics of the EITC program, there is less harmony among those highlighting its negative features. Rothstein (2010) finds that "EITC-induced increases in labor supply may drive wages down," shift the transfer toward employers and hurt non-EITC low-skill workers. Likewise, Leigh (2009) found that EITC induced labor force participation increases puts downward pressure on wages, but the effect on wages is concentrated primarily on groups at lower education levels. However, Bartik (2001) has argued that the EITC usually only has modest effects in increasing employment, particularly in the number hours worked. This argument is supported by empirical evidence regarding single women with children who were already in the labor force (Eissa and Liebman, 1996) . Another line of criticism has focused on the misreporting of children. McCubbin (2000) asserted, based on IRS reports, that $4.4 billion in excess EITC was claimed for tax year 1994. McCubbin alleged that this excess was largely due to violations of the qualifying child eligibility criteria. However, as Greenstein (2003) has argued, IRS studies have significant methodological shortcomings that likely result in an overstatement of the overpayment rate.
The effectiveness of the EITC program in reducing poverty and other benefits has been extensively addressed by the academic literature (Edelman, 2009; Danziger and Danziger, 2005) . However, research examining the economic regional and local impact of the program is less abundant and has been mostly conducted by think-tanks and advocacy groups. A main finding of this research is that the large sums of EITC dollars claimed by residents of any state provide a substantial amount of resources that are injected into the state's revenue stream. State economies greatly benefit from this annual infusion of money, as resident recipients spend the extra money (Goodman-Bacon and McGranahan, 2008) . This spending represents new business sales, which recirculates each time the EITC dollars are respent, and represents a significant stimulus to the economy. The stimulus is magnified beyond the original EITC payment amount because the spending of EITC refunds creates ripple effects as more dollars move among consumers, firms, and even among state and local governments that capture higher tax revenue. Further, the economic impact of the EITC funds could be even larger than it is. Since not all taxpayers who are eligible claim the credit, some EITC resources never make it into the state's revenue stream. Sometimes, taxpayers are not aware that the credit exists, face language or cultural barriers, or some may be afraid that by claiming the credit they will sacrifice their eligibility for other important income-support programs. In other words, the actual EITC participation rate is known to be well lower than 100% of eligible claimants (GAO, 2001) .
Using EITC payments data for the state of California (collected from the IRS), this report focuses on the California economy and each of its 58 counties. The primary goals are threefold: (1) to assess the economic impact of the EITC program when EITC resources are injected into California's revenue stream, (2) to estimate the amount of foregone EITC dollars that state residents leave unclaimed, and (3) to assess the foregone economic impact of unclaimed EITC dollars that never make it into the state's revenue stream when eligible California residents fail to claim the credit.
Section II describes the general methodology employed, while specific assumptions and estimation details are discussed as they are implemented throughout the paper. Section III presents the estimated claimed and unclaimed EITC funds by California residents. Section IV presents the estimated economic impact of EITC claims in California. Section V shows the foregone economic impact of California's under-utilization of the federal EITC program, while Section VI presents estimates of these economic impacts for 2009. Section VII discusses some implications for economic policy and concludes.
II. Methodology and Data
The economic impact (or lack of) of the EITC attributable to the tax credit payments is obviously linked to the ways recipients spend this income in each county of the state. This report estimates the impact of the EITC in four different areas: (1) additional output (business sales), (2) number of jobs that these benefits payments support directly and indirectly, (3) additional labor income, and (4) additional state tax revenue.
The economic impact estimates are based on 2006, the most recent tax year for which zip code level data is available from the IRS. Since the EITC credits claimed in 2006 are actually received until the following year, the estimates reflect the economic impact that occurs in 2007. Also, since EITC eligibility is based on income, potential EITC payments and their associated economic impacts are likely to be much higher in 2009 when unemployment was higher and income was lower due to the recession. Simple extrapolation techniques are employed to estimate the economic impact of the federal EITC for 2009, under which the American Recovery and Reinvestment Act (ARRA) granted temporary but significant increases to the maximum credits that families can claim. In addition, the calculation of the economic impact understates the potential impact of the EITC on low-income families in the state for two reasons: (1) not all eligible taxpayers claim the credit, and (2) not all taxpayers claiming the EITC credit get the entire amount for which they are eligible, mainly because they use the services of a professional tax preparer, often for a very high fee. While this practice of using professional tax preparation services does not necessarily limit the amount of EITC resources that are injected into the state's revenue stream, it does represent an unintended use of public funds. In these situations, EITC resources that are intended to help the working poor are diverted to financial professionals. This is a true social cost, although difficult to quantify, because these public funds are not being used as intended. This paper understates the true social cost of the current EITC payment regime because it ignores the social impact of these diverted funds and estimates only the amount and impact of funds that go entirely unclaimed.
The analysis makes extensive use of IMPLAN, which allows users to build economic models to estimate the impacts of economic changes in their states, counties, or communities.
1 The total economic impact of the EITC is equal to the sum of three components: the direct effect, the indirect effect, and the induced effect. The direct effect is the immediate upshot caused by residents when they spend their EITC payments. Due to the interactions between firms, industries, and social institutions that occur within the regional and state economy, the direct effect initiates a series of iterative rounds of income creation, spending, and respending that result in indirect and induced effects. The indirect effects consist of changes in production, employment, and income that result from the interindustry purchases triggered by the direct effect. Finally, induced effects arise due to changes in household income and spending patterns caused by direct and indirect effects. Since the total impact of the EITC payments that are spent within the regional economy is a multiple of the initial expenditures, the total effect is expressed as a multiplier effect. The increases in economic activity resulting from the multiplier process become smaller with each round due to leakages from the spending stream. Further, spending on goods and services that are not produced within the regional economy do not generate additional regional spending. Therefore, the multiplier process traces the flows of spending and respending until the initial expenditures have completely leaked out to other regions.
Assessing the economic impact of the EITC in a given region depends on two basic sets of data. First, the IMPLAN data comprises the input-output (IO) table of the regional economy of the impact region, in this case California and its 58 counties. These data were used to trace the impact of EITC payments. Second, individual income tax data by zip code is produced by the IRS for California. This data was purchased and was used to calculate the EITC payments received as well as unclaimed EITC payments.
III. The Claimed and Unclaimed EITC Funds by California Residents
Given available data, it is relatively straightforward to calculate the amount of EITC funds claimed by state residents. However, the ability to accurately estimate the EITC participation rate is extremely limited and it is not possible to calculate with precision the amount of unclaimed EITC dollars. This difficulty results primarily from two factors: first, some residents who claim the EITC refund are not technically eligible for it; second, it is impossible to know how many eligible families there are at the county or state level, and therefore is impossible to calculate how many eligible families fail to claim the EITC.
No single data set has the information necessary to calculate the participation rate of the EITC (Hotz and Scholz, 2001) . In 2001, the U.S. General Accounting Office (GAO, 2001) estimated that the average participation rate for the whole country is approximately 75% (25% of the eligible population does not claim the EITC). However, some researchers argued that this estimate for the EITC participation rate was too low and contested GAO's methodology because the study was based on information from two mismatched databases (Burman and Kobes, 2002) . In 2002, the Internal Revenue Service (IRS, 2002) released a report estimating the national EITC nonfiler rate to be 17.8% using the Census Bureau's Survey of Income and Program Participation (SIPP). In general, scholars have more confidence in the IRS estimate due to the methodology employed (Burman and Kobes, 2002) . The same IRS report lists California as having the highest EITC nonfiler rate (24.9%) in the nation. However, in order to avoid overstating the economic impact of foregone EITC claims, this study assumes an EITC nonfiler rate of 20% and uses this number to estimate the amount of unclaimed EITC payments. Table 1 presents the federal EITC payments made to California residents as well as the estimated unclaimed EITC payments by county. The first column shows the total number of Individual Income Tax Returns as reported by the IRS for the 2006 tax year. The second column shows the total number of EITC claims. The third column results from dividing the second column by the first to calculate the EITC returns as a percentage of the total Individual Income Tax Returns. Similarly, to calculate the average EITC credit, the total amount of EITC payments is divided by the total number of EITC claims.
In 2006, residents in the state claimed more than $4.5 billion in EITC payments. Not surprisingly, residents of the poorest counties in the state (such as Fresno, Merced, and Tulare) show the largest number of EITC returns as percentage of the total returns and also the largest average EITC payments, well above the state average in both categories. In terms of sheer EITC dollars claims, the state shows significant variation among counties. For example, Los Angeles (the most populous county in the state) accounts for close to a third of the total EITC funds claimed (almost $1.5 billion). Smaller counties such as Alpine, Sierra, and Trinity claim less than $2 million added together. Based on the assumed 20% EITC nonfiler rate, the federal unclaimed EITC payments to state residents are estimated to total over $1.1 billion. Arguably, the average credit owed to eligible EITC recipients who failed to claim the credit is not the same as that for the average actual claimant because these two groups have different characteristics. For example, Hotz and Scholz (2001) found that claiming the EITC is more likely for those getting large credits (with children) and among those more familiar with the tax system and with the English language. One of the goals of the aforementioned IRS study was to identify the composition and characteristics of individuals who were eligible for the EITC but did not file a tax return to obtain the credit. They found that the proportion of EITC nonfilers was higher: (1) among those with no qualifying children, (2) in areas of high concentration of Hispanics, (3) among individuals with lower incomes than eligible individuals who filed a tax return to get the EITC, and (4) among individuals that participated in food stamp assistance programs. So, if eligible nonclaimants are less likely, for instance, to have qualifying children, then the average nonclaimant will be owed a smaller credit than the average recipient.
Following what other research has done to account for the differences between filers and nonfilers, the average received credit is multiplied by 75% to obtain a more accurate picture of the average credit owed to eligible EITC recipients who failed to claim the credit (Berube, 2010) . This calculation is shown in the last column of Table 1 and is then used to estimate the number of unclaimed EITC returns (an estimate of the number of individuals that fail to claim the credit). The estimate of unclaimed EITC returns is obtained by dividing the total amount of unclaimed EITC payments by the estimated average credit owed to eligible EITC recipients who failed to claim the credit. These estimates indicate that approximately 800,000 California residents failed to claim $1.1 billion in EITC refunds in 2006.
IV. The Economic Impact of the Federal EITC Program
EITC payments to state residents are injected into the state economy when they are spent. The impact of EITC dollars in the state is made smaller when there are leakages such as savings withheld from the economy by individuals and dollars spent outside the state's economy. Determining exactly which fraction of the EITC payments is spent within the state would probably require expensive primary data collection. Following what other research has done in similar work to account for initial expenditure leakages, it is assumed that only 80% of the EITC payments made to state residents were spent within the state's economy. For example, the Jacob France Institute (2004) of the University of Baltimore, assumes that twothirds of the EITC payments made to city residents were respent within the city of Baltimore. Similarly, John Haskell (2006) assumes that 87% of the EITC disbursements are spent within the Nashville region. For California, this assumption is a conservative one considering (1) the low mobility of low-income families, (2) empirical evidence suggesting the low savings rate (and negative in some cases) for low-income families, and (3) the geography of the state, which is bounded on three sides by mountains, deserts, and an ocean. This report also assumes that EITC dollars are spent following a typical pattern for households with incomes between $15,000 and $25,000. In other words, it is assumed that the spending profile of EITC recipients resembles one of typical families earning this income level.
An additional issue when calculating the economic impact of the EITC program is that not all taxpayers who claim the EITC are technically eligible to receive the credit. There are obviously some who claim and receive the credit but do not meet all of the eligibility requirements. The "error rate" of ineligible EITC claimants is, according to IRS (2002) calculations for the tax year 1999, between 27% and 32% of EITC claims nationwide. Some researchers have argued that the IRS study has significant methodological shortcomings that likely result in an overstatement of the error rate (Greenstein, 2003) . Even if the error rate of the program was accurately known, it would probably be inaccurate to assume that such error rate applied to every county in the state (Berube, 2006a) .
This study employs IRS data reporting the actual dollars received as EITC credits in California. Although some of these funds were surely obtained by error or fraud, the fact is that they made it to the state and produced an economic impact. Assuming the IRS audits and catches some ineligible claimants, and assuming further that corrected returns and penalties are assessed, the repayment of any ill-gotten EITC payments would occur years after the funds were injected into the state economy, well after they produced an economic impact. A completely accurate picture of the economic impact would include a lagged leakage of the amount later collected by the IRS. However, payments are rarely recovered once made (Hotz and Scholz, 2001) . Given low audit rates generally and the likelihood that the perpetrators will be unable to repay or will have left the state, this leakage is likely to be very small relative to the initial payment. Table 2 shows the economic impact of EITC payments by county. Results indicate that spending resulting from state residents' receipt of the federal EITC dollars creates a total of over $5 billion in business sales in the state (output), Among the counties that experience the largest impact, Los Angeles, Riverside and San Bernardino stand out with a combined business sales impact of almost $2.5 billion and a combined employment impact of over 15,000 jobs. In regions that exhibit the highest poverty rates, for example San Joaquin Valley counties (Fresno, Madera, Merced, Kern, Kings, San Joaquin, Stanislaus, and Tulare), the data show a combined business sales impact of more than $700 million and a combined employment impact of over 4,600 jobs. These calculations suggest that if the EITC program did not exist (or if no state resident claimed it), none of these impacts would occur. With respect to this last point, the following qualification is appropriate. Assuming a relatively full-employment economy such as the one that existed in the United States until around 2007, research using a more general equilibrium approach indicates that if the EITC program did not exist at all (and thus California residents would not receive any credits), there would likely be adjustments in prices and wages due to changes in the labor market that would compensate for the loss of jobs, output, income, and tax revenue (Rothstein, 2010; Leigh, 2009) . That is, the increase in labor market participation caused by the EITC may put downward pressure on wages in affected markets, muting the effect on total wages earned. An IO model such as the one used in IMPLAN would miss the effect of this price adjustment in the labor market. In other words, the estimated economic impact in this paper may overestimate the losses if the EITC program did not exist during a full employment economy.
However, in 2009, California was mired in a severe recession and the EITC was playing a more important role in propping up economic variables such as employment, wages and tax revenues. The loss of the EITC during a time of economic distress would create an additional recessionary shock that would ripple through the state economy. Conversely, an increase in EITC participation during a recessionary economy could create substantial new economic activity that otherwise would not exist. So, the estimated economic impact in this paper is more likely to reflect the potential losses that California would experience if the EITC did not exist or if no state resident claimed it during the 2009 recession than in 2006, when the economy was operating at full employment.
Further, the EITC dollars spent in the economy of the state generate additional sales and income for local firms and residents, which subsequently lead to further spending and income in an economic ripple effect. This additional spending and income can also generate additional tax revenue for the cities, counties, and for the state as presented in Table 3 . The multiplier effect of federal EITC dollars spent in California's economy generates more than $355 million in tax revenue, and 65% of this amount comes from indirect business taxes (mostly sales taxes). The methodology employed to calculate the fiscal impact (IMPLAN) does not produce separate reports for the state and local governments. Thus, the estimates include total estimated tax revenue for all levels of government. However, the tax revenue produced by each county is proportional to impact on economic output.
V. The Foregone Economic Impact of Under-utilizing the Federal EITC Program in California
A significant amount of unclaimed EITC payments (estimated to total over $1.1 billion) are never injected into the state's revenue stream when eligible residents fail to claim the EITC. These foregone transfer payments represent a lost opportunity to generate new business sales, jobs, income, and tax revenue. Table 4 shows the foregone economic impact of the unclaimed EITC payments by county. These estimates illustrate the potential economic impact if all state residents claimed the EITC payments to which they were eligible.
The results show that if state residents fully participated in the EITC program and if they spent 80% of the EITC payments in the state, then these EITC resources would create over $1.2 billion in additional business sales (output), support an additional (almost) 7,500 jobs, and create more than $300 million in labor income. Most of the foregone economic impact is concentrated in Los Angeles, Riverside, $13, 184, 841 $10, 547, 873 $13, 313, 183 63 $3, 366, 583 San Joaquin $23, 595, 756 $18, 876, 605 $25, 198, 446 163 $6, 039, 922 San Luis Obispo $4, 590, 218 $3, 672, 175 $4, 808, 387 30 $1, 051, 656 San Mateo $8, 487, 624 $6, 790, 099 $8, 863, 511 44 $2, 193, 283 Santa Barbara $9, 379, 599 $7, 503, 679 $10, 077, 057 61 $2, 447, 866 Santa Clara $26, 152, 038 $20, 921, 630 $26, 282, 279 128 $6, 483, 622 Santa Cruz $6, 335, 017 $5, 068, 014 $6, 643 and San Bernardino counties, with a combined foregone business sales impact of over $600 million and a combined foregone employment impact of over 3,700 jobs. The San Joaquin Valley (Fresno, Madera, Merced, Kern, Kings, San Joaquin, Stanislaus, and Tulare) suffers a foregone business sales impact of more than $180 million and a foregone employment impact of over 1,100 jobs due to underparticipation by eligible residents in the EITC program. The proportion of individuals not claiming the EITC credit is unlikely to be uniformly 20% in all counties because county demographics vary with respect to characteristics of the average nonfiler. The IRS (2002) has identified that the proportion of those failing to claim the EITC credit is higher: (1) among those with no qualifying children, (2) in areas of high concentration of Hispanics, (3) among individuals with lower incomes than eligible individuals who filed a tax return to get the EITC, and (4) among individuals who participated in food stamp assistance programs. In counties where the demographic profile indicates a prevalence of these factors, the actual nonfiler rate is likely to be higher than the assumed 20%. Table 5 shows these characteristics by county. The numbers in bold indicate that a given characteristic in a given county is more prevalent than the average for the state. For example, in Los Angeles County, the concentration of Hispanics and the percentage of households receiving food stamps are higher than the state average, while the median income is lower. These numbers suggest that the proportion of eligible individuals not claiming the EITC credit in Los Angeles County is likely to be higher that 20%, the assumed average for the state. It is impossible to accurately assess how much higher without resort to arbitrary calibration formulae. However, it is probably reasonable to assume a nonfiler rate as high as 25% in the counties with prevalent nonfiler characteristics (in bold). This rate is reported as the state average by the IRS. Among other counties with similar conditions, San Bernardino and Sacramento counties stand out, as well as Fresno, Kern, Merced, Stanislaus, and Tulare Counties in the Central Valley.
Finally, Table 6 shows that if state residents claimed the estimated unclaimed EITC payments, more than $88 million in additional tax revenue would be generated at all levels of government.
VI. The Foregone Economic Impact in 2010
This report calculates the foregone economic impact of the federal EITC for 2007, the most recent year for which data is available. There is a time lag of three years because the IRS does not make the data available for the current tax year. Therefore, the 2007 estimates likely understate the current foregone economic impact of the EITC program. One way to estimate the current foregone impact is to look at the historical relationship between EITC claims and unemployment rates in the state, and then extrapolate the data for 2009. Table 7 shows this relationship over the last 10 years where at least four facts stand out. First, the accumulated amount of estimated unclaimed EITC dollars between 1997 and 2006 is large, adding up to almost $10 billion. Second, the number of total tax returns has grown more rapidly (1.8% annually) than the number of EITC returns (0.8% annually). Consequently, EITC returns as a percentage of the total returns have declined. Third, the average EITC return has steadily increased by close to 23% during the 1997-2006 period, which may reflect both inflation adjustments and efforts to building a more generous EITC program. The recent evolution of the EITC program indicates that such efforts to build a more generous EITC program have been underway. This has been particularly evident during the last tax year when the ARRA provided a temporary increase in the credit.
By way of illustration, the maximum credit for a family with no qualifying children in tax year 2000 was $353, with one qualifying child was $2,353, and with two or more qualifying children was $3,888. Six years later, the maximum credits were $412, $2,747, and $4,536 respectively. For tax year 2009, the federal government increased the credit and dependent allowances such that if a family has three or more children, the family can qualify for an even larger tax credit (eliminating the two-child credit cap). So, the maximum credit for a family with no qualifying children in tax year 2009 was $457, with one qualifying child was $3,043, with two qualifying children was $5,028, and with three or more qualifying children was $5,657. This temporary increase granted by the ARRA amounts to a nearly 11% increase over tax year 2006. Therefore, the extrapolation for 2009 accounts for this temporary increase in the maximum credits. Finally, there is small but positive correlation (0.33) between the unemployment rate and the number of EITC returns, which supports the notion that more state residents claim the EITC credit when unemployment is high. Based on these data, it is possible to estimate the foregone economic impact of the EITC program for the year 2009 under two scenarios: a conservative scenario and a less conservative one. The conservative scenario assumes that both total EITC returns and the average EITC credit will continue growing at the average annual rate observed for the last 10 years of available data and also takes into account the increase in the maximum credits granted by the ARRA. Under these assumptions, Table 8 shows that the total amount of unclaimed EITC payments would amount to approximately $1.37 billion for 2009.
The less conservative scenario assumes the total number of EITC returns will increase with unemployment, that average EITC credit will continue growing at the average annual rate observed for the last 10 years of available data and also takes into account the increase in the maximum credits granted by the ARRA (similar to the conservative scenario). The measured correlation between EITC returns and the unemployment rate for the 1997-2006 period implies that for every one $3,436,211,994 $859,052,999 $1,535 6.4% 1998 13,576,420 2,232,825 16.45% $3,612,096,985 $903,024,246 $1,618 6.0% 1999 13,930,437 2,208,165 15.85% $3,696,392,424 $924,098,106 $1,674 5.3% 2000 14,289,773 2,198,596 15.39% $3,685,090,381 $921,272,595 $1,676 4.9% 2001 14,470,542 2,175,394 15.03% $3,713,183,870 $928,295,968 $1,707 5.4% 2002 14,493,603 2,364,922 16.32% $4,158,763,563 $1,039,690,891 $1,759 6.7% 2003 14,440,197 2,384,703 16.51% $4,205,930,878 $1,051,482,720 $1,764 6.9% 2004 14,592,665 2,378,695 16.30% $4,273,588,132 $1,068,397,033 $1,797 6.3% 2005 14,796,934 2,376,646 16.06% $4,397,875,497 $1,099,468,874 $1,850 5.4% 2006 15,419,437 2,401,947 15.58% $4,522,770,000 $1,130,692,500 $1,883 4.9% percent increase in the unemployment rate, the number of EITC returns increases by 25,000. Table 9 shows that the total amount of unclaimed EITC payments would be approximately $1.43 billion for 2009. If 80% of the EITC payments are spent within the state, unclaimed EITC payments will result in the 2009 foregone economic impact shown in Table 10 . Under the conservative scenario, the output impact would be $1.55 billion and the employment impact would be 9,143 jobs, implying a 2009 impact that is approximately 20% larger than 2007. Under the less conservative scenario, the output impact would be close to $1.61 billion and the employment impact would reach 9,518 jobs, implying a foregone economic impact in 2010 that is approximately 25% larger than 2006. The foregone economic impact in 2010 can be estimated for either the counties or the cities examined in previous sections by multiplying the estimated numbers for output, employment or labor income for 2007 by 20% under conservative assumptions or 25% under less conservative assumptions.
VII. Concluding Remarks and Policy Implications
The federal EITC program represents an important source of revenue for state and local governments and economies, as well as for the working families who receive EITC payments. For a variety of reasons, many eligible families within the state fail to claim these credits. In fact, it is estimated that around one out of every five eligible families fails to take advantage of this program. Efforts that successfully close the gap between potential EITC payments and actual EITC payments would help reduce poverty, increase labor force participation rates and provide a substantial injection of resources into the state's revenue stream.
Using conservative data and assumptions, this report estimates that California residents fail to claim over $1.1 billion annually in EITC payments for which they are eligible. If these payments were claimed, economic activity resulting from the payments would support an additional 7,500 jobs and create more than $300 million in new labor income each year. These foregone payments, if claimed, would also generate more than $88 million in additional tax revenue for the state and local governments. There are reasons to believe that these numbers understate the current impact of these foregone payments. Using simple assumptions based on the historical relationship between EITC participation and unemployment, and taking into account the temporary increases to the maximum credits granted by the ARRA, it is likely that the current impact of state underparticipation in the EITC is 20-25% higher than the 2006 estimates featured in this report. The state and its residents lose out on a great deal of resources by not fully exploiting the federal EITC program. The eligible residents lose out on money to which they are entitled by the Internal Revenue Code. Also, other state beneficiaries lose when that money is not spent and recirculated through the state economy. Using conservative estimates, the state economy would have created $1.55 billion in new output and almost more than 9,000 new jobs in 2010 alone if the EITC were fully exploited.
Estimates in this study indicate an opportunity for state policymakers to stimulate the California economy without expending a great deal of its scarce resources. Such stimulus could take the form of investments in development of programs and services that increase the participation in the Federal EITC program. Enabling more EITC-eligible families in California to claim this credit would produce substantial economic benefits not only for individuals, but also for businesses, local governments and the California economy as a whole. To date, several such efforts are already underway the state level. Arguably the most important EITC participation-related program in California is We Connect. We Connect is a public/private partnership designed mainly to increase eligible state resident participation in government programs such as the EITC, Nutrition Assistance Program, and the Women, Infant, and Children's Program, among others. Locally, numerous efforts have also been launched to boost EITC participation, particularly in those areas with high rates of nonfilers such as Los Angeles and the Bay Area. Most of these efforts are conducted by volunteer-led nonprofit organizations such as United Way and lesser known counterparts. As few as 1.5% of low-income working families take advantage of free tax preparation services through established programs like the Volunteer Income Tax Assistance (VITA), military VITA and Tax Counseling for the Elderly (Berube, 2006b) , Despite the difficulties in measuring the effectiveness of such programs, it is clear that there is still a long way to go before nonfiler rates diminish such that the potential economic benefits that the Federal EITC program can provide are fully exploited for California residents. We Connect, VITA, and Tax Counseling for the Elderly programs could be useful tools to provide information on what participation rate is possible.
Furthermore, a state program to boost participation in the federal EITC program could also pay an extra dividend in the form of directing EITC resources into the pockets of the working poor, as nearly 70% of EITC participants use the services of a paid tax preparer (Berube, et. al., 2002) . These payments are good for the state economy, but do nothing to further the goals of workforce participation and poverty alleviation that the EITC is designed to promote. A public program that allows the working poor to collect EITC payments without diversion to financial professionals raises the net value of the credit to the recipient, boosting the labor force participation incentives built into the EITC and raising even more EITC recipients out of poverty. It has been reported that $1.75 billion of EITC payments are diverted to tax professionals as fees for filing (Brown, 2007) .
State level EITC programs are regularly put forth as a boost to the federal EITC. Mostly during the mid to late 1990s, a number of states enacted a state level EITC that supplements the federal credit (Leigh, 2009) . These programs typically work as a rebate for state taxes paid by low-income working people. To date, 23 states plus the District of Columbia offer their own EITC programs, which often operate as a percentage of the federal credit.
5 California has been identified as a candidate for this type of program (California Budget Program, 2001 ). In fact, several failed legislative attempts have been launched to create a state EITC.
6 Despite general public support for a state EITC, the cost of such a program makes it unattractive to many researchers and taxpayers. William and Johnson (2009) for example, estimate that a state EITC program for California set at 15% of the federal EITC program, would cost approximately $530 million in 2010. One factor that drove state EITC passage in other states during the 1990s was the regular presence of state budget surpluses (Leigh, 2009 ), which are not a luxury likely to exist in California any time soon. Not surprisingly, all efforts to launch such a program in California have failed.
As this paper shows, there are still significant gains to be obtained from the existing federal EITC program. Rather than creating a costly new state program that emulates the federal program, revamping and increasing efforts to increase the participation rate in the federal EITC program is probably more cost effective in terms of getting the most labor force participation and poverty reduction per tax dollar spent. Education campaigns and tax assistance could be effective at increasing the EITC participation rate. Research by Romich and Weisner (2000) and Liebman (1998) indicates that, although most low-income households know of the existence of the EITC, very few understand the relationship between how much they work and the size of their EITC payments. Leigh (2009) notes that EITC recipients may treat the EITC as a lump sum reward for working, rather than a more complicated system of payments with a phase-in and phase-out range of income. The aforementioned use of paid tax preparers probably exacerbates the lack of EITC understanding among recipients. Finally, education campaigns could magnify the economic impact of EITC participation if, as Infranca (2008) argues, the EITC causes low-income households to report previously unreported income earned through the informal economy.
The federal EITC program is not free for the government and taxpayers, of course, and some of the burden would fall on California taxpayers. California contributes around 11% of all federal tax revenue that, in turn, supports the federal EITC program (Tax Foundation, 2006 ). An increase in California take-up rates for the federal EITC will eventually have to be paid for by taxpayers nationally, with Californians picking up their share of the tab. It is interesting to note that California pays around 11% of the tax revenue regardless of whether it makes 11% of the EITC claims, so states with lower participation rates subsidize federal EITC payments of states with high participation rates. Also, the EITC program is widely considered to be cheaper and even more efficient than other programs designed to alleviate poverty, without producing many of the negative incentives that other traditional welfare programs can produce (such as discouraging employment).
In 2006, the EITC resulted in $4.5 billion in federal outlays to California residents due to the lower (often negative) tax payments made by EITC eligible taxpayers. On the other hand, the total cost of the EITC program is partially offset by a number of factors. The EITC program reduces the number of single mothers receiving welfare, generates new payroll taxes when previously unemployed workers are drawn into the labor force by the EITC and results in additional tax revenue when EITC claimants spend the credits and inject money into the local economy. Estimates in this report (and others) indicate that the additional tax revenue generated by the EITC is significant. This paper identifies a significant pool of external economic resources that are, as yet, lying dormant in the federal treasury. Given the huge potential gains to the state economy were the federal EITC program fully exploited by eligible California residents, it would be relatively straightforward to design a federal EITC participation boosting program that is revenue neutral (at worst) from a state budget perspective. Politics and Policy, Vol. 2 [2010] , Iss. 1, Art. 17 DOI: 10.2202 /1944 -4370.1096 
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